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1 Morgan Stanley

Morgan Stanley is a global financial services fitihat, through its subsidiaries and affiliates, jdeg its products and
services to a large and diversified group of ceartd customers, including corporations, governgdimancial institutions
and individuals. Morgan Stanley was originally imporated under the laws of the State of Delaward 981, and its
predecessor companies date back to 1924. The Coniparfinancial holding company regulated by tlwail of Governors
of the Federal Reserve System (the “Federal Re§emveler the Bank Holding Company Act of 1956, aseaded (the
“BHC Act”). The Company conducts its business frissrheadquarters in and around New York City, étgional offices and
branches throughout the United States of AmerithS:) and its principal offices in London, Tokydpng Kong and other
world financial centers. At June 30, 2014, the Canyphad 56,142 employees worldwide. Unless theestratherwise
requires, the terms “Morgan Stanley” or the “Comyamean Morgan Stanley (the “Parent”) together withconsolidated
subsidiaries. The basis of consolidation for actiognand regulatory purposes is materially the sahie Federal Reserve
establishes capital requirements for the Compangiuding well-capitalized standards, and evaludtes Company’s
compliance with such capital requirements. The d@ffof the Comptroller of the Currency (“OCC”) edtsites similar
capital requirements and standards for Morgan &yaBhnk, N.A. and Morgan Stanley Private Bank, bzl Association
(“U.S. Banks”). The Company’s insurance subsid&sarplus capital included in the total capitatte consolidated group
was $23 million at June 30, 2014.

2 Capital Adequacy of Bank Holding Companies

In December 2010, the Basel Committee on Bankimue8&ision (“Basel Committee”) established a new-hased capital,
leverage ratio and liquidity framework, known asa&@! 111.” In July 2013, the U.S. banking regulat@sued a final rule to
implement many aspects of Basel 11l (“U.S. Basé)).llAlthough the Company and its U.S. Banks becamubject to U.S.
Basel Ill beginning on January 1, 2014, certainumegnents of U.S. Basel Il will be phased in owawveral years. On
February 21, 2014, the Federal Reserve and the &ptved the Company’'s and its U.S. Banks’ commtetif the parallel
run process for an advanced internal ratings-baggmoach for calculating credit risk-weighted assgRWASs”) and
advanced measurement approaches for calculatingatopeal RWAs, as supplemented by advanced marRMAR
calculated under Basel Ill (the “Advanced Approgciframework. For a further discussion of the retpra capital
framework applicable to the Company, see “Managamddiscussion and Analysis of Financial Conditiand Results of
Operations (“MD&A")—Liquidity and Capital ResourcesRegulatory Requirements” in Part |, Iltem 2 of thempany’s
Quarterly Report on Form 10-Q for the quarter endlate 30, 2014 (“Form 10-Q").

U.S. Basel Ill requires banking organizations tleatculate risk-based capital ratios using the Adwean Approach
(“Advanced Approach banking organizations”), indhgl the Company, to make qualitative and quantigatiisclosures
regarding their capital and RWAs on a quarterlyi©é®illar 3 Disclosures”). This report contaitetCompany’s Pillar 3
Disclosures for its credit risk and operationak fier the quarter ended June 30, 2014, in accoeaih the U.S. Basel I,
12 C.F.R. § 217.171-173.

The Company’s Pillar 3 Disclosures are not requiteede, and have not been, audited by the Compangapendent
registered public accounting firm. The Company%aPB Disclosures were based on its current undedsng of U.S. Basel
[Il and other factors, which may be subject to geas the Company receives additional clarificaiod implementation
guidance from regulators relating to U.S. Basel #ihd as the interpretation of the final rule eeshover time. Some
measures of exposures contained in this report maaye consistent with accounting principles gelhesccepted in the
United States of America (“U.S. GAAP”), and may i@ comparable with measures reported in the Coypamnual
Report on Form 10-K for the year ended DecembeRB13 (“Form 10-K”) and the Form 10-Q.

3 Capital Structure

The Company has issued a variety of capital ingtnisito meet its regulatory capital requirementstarmaintain a strong
capital base. These capital instruments include ncom stock that qualifies as Common Equity Tier Dbite, non-
cumulative perpetual preferred stock that qualifiesAdditional Tier 1 capital and subordinated dbht qualifies as Tier 2
capital, each under U.S. Basel lll. For a discussid the Company’'s capital instruments, see Not€L&g-Term
Borrowings and Other Secured Financings) and N8téTbtal Equity) to the condensed consolidatedriomal statements in
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Part I, Item 1 as well as “MD&A—Liquidity and CapltResources—Capital Management” in Part |, Iteaf the Form 10-
Q!

4 Capital Adequacy

Capital strength is fundamental to the Company&ration as a credible and viable market participdotassess the amount
of capital necessary to support the Company’s atiaad prospective risk profile, which ultimatehfarms the Company’s
capital distribution capacity, the Company deteesiiits overall capital requirement under normal amdssed operating
environments, both on a current and forward-lookivagis. For a further discussion on the Compangtpiired capital
framework, see “MD&A—Liquidity and Capital Resousse-Regulatory Requirements—Required Capital” in Patem 2
of the Form 10-Q.

The following table represents components of thengany’'s RWAs in accordance with the Advanced Apphoaubject to
transitional provisions:

Risk-weighted assetsby U.S. Basel |11 exposure class At June 30, 2014
(dollarsin millions)
Credit risk:
WHOIESAIE EXPOSUIES ...ttt ettt e e e e e e ettt bttt ettt et et et aaaaeassa s s anabbabbesbeeeeeeeeaeeaee e s $ 99,730
Retail exposures:
=T L= g 1= 0 o = o = O PSPPRR 534
(O 1= 13371 o I C=1YZ0 AV o S -
(01 1= = = V] PP RP TR 4,619
Securitization exposures:
Subject to Supervisory Formula APPrOaCh ...t 3,421
Subject to Simplified Supervisory Formula APProachy.............c.iiiiiaiiiiiiiiiiieeeeecemeeeeee e 1,586
Subject t0 1,250% FiSK WEIGNT ........uiiii et 117
Cleared traNSACHIONS .........veiiie et eee ettt e e e e sttt e e s e sttt e e e e e ettt e e e e e anbbb e e e e e e enntbe e 4,664
Equity exposures:
Subject to the Simple Risk-Weighted APProach .. oo 20,209
Subject to the Alternative Modified Look-Through Boach..........cccccoooeeiiii i 5,472
(O 1 1T = TET = ] 1 I PP T TP T SPURTTTT 22,715
Credit valuation adjUSTMENT .........oo ittt e e e e e e e e e bbb ee e eenebebbeeee e 19,314
TOLAl CTEAIT FISK.uiiiuiuiiietiiiietee ettt et a bbb e s st e se st be e b ebesestese s ssebensseese e snetenennns $ 182,381
TOtAl MAFKEL TISK(2) weveeeteiiereeteiteseet sttt sttt ettt b bbb st et s b e ne et st e se et e st e neebenbeneenens 126,800
Lo L= e o= LT - 108,873
TOLAI RWAS ..ottt ettt s b e e b e b st b e s b e st b e s b et b e e b e s e e b e s b e se e bt s b e neebesbese et e nbeneebenbeneenened $ 418,054

(1) Amount reflects assets not in a defined categor$1®,703 million, non-material portfolios of expossi of $2,271 million and unsettled transaction$f1
million.

(2) For a further discussion of the Company’s marketARWsee “Market Risk Capital Charge and RWAs” intRR Section 2.1 of the Market Risk Capital
Disclosures Report for the quarter ended June@D4 2'Market Risk Capital Disclosures Report”).

! Regulatory requirements, including capital requieats and certain covenants contained in variouseagents governing
indebtedness of the Company may restrict the Cogipaability to access capital from its subsidiari€sr discussions of
restrictions and other major impediments to transfefunds or capital, see “Risk Factors—Liquidagd Funding Risk” in
Part I, Item 1A and Note 14 (Regulatory Requirersgtt the consolidated financial statements in Paiem 8 of the Form
10-K. For further information on the Company’s ¢apstructure in accordance with U.S. Basel Ilg S8ID&A—Liquidity
and Capital Resources—Regulatory Requirementsan IPltem 2 of the Form 10-Q.
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The following table represents the capital ratmsthe Company and the Company’s U.S. Banks at 30n2014. Each ratio
represents the lower of the Company’s risk-basquitalaratios (on a transitional basis) calculatesihg a U.S. Basel Il
transitional numerator and RWAs computed under B&sel | as supplemented by Basel 2.5 and undeAthanced
Approach. At June 30, 2014, the Company’s risk-dasgpital ratios were lower under the Advanced Apph transitional
rules; however, the risk-based capital ratios ier Company’s U.S. Banks were lower under U.S. Baaglsupplemented by
Basel 2.5.

At June 30, 2014

Common Equity Total risk-based
Capital ratios Tier 1 capital ratio  Tier 1 capital ratio capital ratio
MoOrgan Stanl@Y .............uuuuueeiiiiiiiiis e e 13.9% 15.4% 17.4%
Morgan Stanley Bank, N.A(1) ...ccoeiiiiiiiieieeeeeeeeeeeeeaaee e 13.0% 13.0% 14.8%
Morgan Stanley Private Bank, National Associatign(l............ 22.0% 22.0% 22.1¥%

(1) At June 30, 2014, ratios calculated using a U.SeBHI transitional numerator and RWAs computedemthe Advanced Approach were as follows: Morgan
Stanley Bank, N.A.: Common Equity Tier 1 capitaiga24.3%; Tier 1 capital ratio: 24.3% and Totakrbased capital ratio: 27.7%; and Morgan Stanley
Private Bank, National Association: Common EquitgrTL capital ratio: 41.6%,; Tier 1 capital ratid:.8% and Total risk-based capital ratio: 41.6%.

Risk Management Obijectives, Structure and Policies

For a discussion of the Company’s risk manageméijgctives, structure and policies, including itskrimanagement
strategies and processes, the structure and oagimmizof its risk management function, the scopd aature of its risk
reporting and measurement systems, and its policiededging and mitigating risk and strategies gmdcesses for
monitoring the continuing effectiveness of hedged mitigants, see “Quantitative and Qualitativedisures about Market
Risk—Risk Management” in Part Il, Item 7A of therFo10-K.

5 Credit Risk
5.1 Credit Risk: General Disclosures

Credit risk refers to the risk of loss arising wheetborrower, counterparty or issuer does not nesdtriancial obligations.
The Company primarily incurs credit risk exposuwartstitutions and individual investors mainly thgh the Institutional
Securities and Wealth Management business segnients further discussion of the Company’s credk and credit risk
management framework, see “Quantitative and QuiaktaDisclosures about Market Risk—Risk Manageme@tedit
Risk” in Part II, Item 7A of the Form 10-K and “Quiitative and Qualitative Disclosures about MarR&tk—Credit Risk”
in Part I, Item 3 of the Form 10-Q. For a discussid the Company’s risk governance structure, $@eahtitative and
Qualitative Disclosures about Market Risk—Risk Mg@ment—Risk Governance Structure” in Part Il, If&fnof the Form
10-K.

The following tables present certain of the Compsuay- and off-balance sheet positions for whioh @ompany is subject
to credit risk exposure. These amounts do not dechine effects of certain credit risk mitigatioahaiques €.9., collateral
and netting not permitted under U.S. GAAP), eqintyestments or liability positions that also woblel subject to credit risk
capital calculations, and amounts related to itdrasare deducted from regulatory capital.
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The following tables are presented on a U.S. GAABidand reflect amounts by product type, regi@s¢d on the legal
domicile of the counterparty), counterparty andtetual maturity.

Credit Risk Exposures by Exposure Category and Geographic Region

At June 30, 2014

Europe,
Middle East Quarterly
Product Type Americas and Africa  Asia-Pacific Netting Total Average(1)
(dallarsin millions)

Cash(2)...ccueeeeie et $ 46,170% 23,036% 12,320% -$ 81,526% 89,639
Derivative and other contracts(3)............. 155,084 421,43C 26,259 (570,807 31,966 29,665
Available for sale debt securities............. 65,128 297 30 - 65,455 62,159
Securities financing transactions(3)(4)..... 208,037 61,264 46,679 (59,558 256,422 261,923
[ T: 10 1S () R 83,014 8,374 3,457 - 94,845 90,400
Other(B) .....ccovcvvveeeee e 14,942 11,882 8,824 - 35,648 40,185
Total on-balance sheet.............cccvee..e.e. $ 572,375% 526,283%  97,569% (630,365% 565,862% 573,971
Commitments(7) .......ooooeviieiciieiveeeeeaeees $ 80,636% 54,483% 23,315% -$ 158,434% 165,975
Guarantees(8).........cceeverrrrriiiiirrreee e 8,658 224 - - 8,882 8,947
Total off-balance sheet......................... $ 89,294% 54,707% 23,315% -$ 167,31€$ 174,922

Distribution of Exposures by Exposure Category and Counterparty or Industry Type

At June 30, 2014

Wholesale
Corporate
Product Type Bank(9) Sovereign  and Other (10) Retail Netting Total
(dollarsin millions)

Cash(2)...ccciiiiiieieie e $ 43,357% 20,563% 17,606$ -$ -$ 81,526
Derivative and other contracts(3)............. 255,062 11,558 336,158 - (570,807 31,966
Available for sale debt securities............. - 57,296 8,159 - - 65,455
Securities financing transactions(3)(4)..... 41,166 23,648 251,16€ - (59,558 256,422
[ T: T[S () R - - 44,661 50,184 - 94,845
(01111 () ST - - 35,648 - - 35,648

Total on-balance sheet........................ $ 339,585$ 113,065 693,393% 50,184%$ (630,365$ 565,862
Commitments(7) .....cooeeviiiiiiiiieeeeeeend $ 31,877% 230% 123,03<$ 3,288% -$ 158,434
Guarantees(8)........ovvveriiriiiiiiieeeee e 2 - 8,880 - - 8,882

Total off-balance sheet.............c.oceee. $ 31,879% 230$ 131,91<% 3,288% -$ 167,316




MORGAN STANLEY
Basel |11 Pillar 3 Disclosures Report
For the Quarterly Period Ended June 30, 2014

Remaining Contractual Maturity Breakdown by Exposure Category

At June 30, 2014

Yearsto Maturity

Product Type trl;fl 1-5 Over 5 Netting Total
(dollarsin millions)
CaASN(2). e $ 81,526% -$ -$ -$ 81,526
Derivative and other contracts(3)..........coccccceveevvimeveene 77,728 202,574 322,471 (570,807 31,966
Available for sale debt securities ..........cccceeeevviivennen. 169 39,792 25,494 - 65,455
Securities financing transactions(3)(4)............ccccecuvnns 314,294 1,686 - (59,558 256,422
(o= g EY () RS 51,170 24,101 19,574 - 94,845
(@ (g TT ¢ () S PSRT 21,299 5,928 8,421 - 35,648
Total on-balance sheet ............cccccvvvieecveeee e, $ 546,18€$ 274,081$ 375,96C$ (630,365% 565,862
Commitments(7) 82,734% 70,214% 5,486% -$ 158,434
GUAraNtEeS(8)....ccceevieiieeeeereereetes e e e e e e e e mn e 2,872 281 5,729 - 8,882
Total off-balance sheet...............coooveeeae e, $ 85,606% 70,495% 11,215% -$ 167,316

(1) Average balances are calculated based on nemthbalances or, where month-end balances areilatdeaquarter-end balances.

(2) Amounts include Cash and due from banks, Istdrearing deposits with banks, and Cash depositedclearing organizations or segregated undegrédcand
other regulations or requirements, and exclude ynamaket funds.

(3) At June 30, 2014, the amounts related to mastding agreements and collateral agreements,hwiiwe been determined by the Company to be legally
enforceable in the event of default but where @exther criteria are not met in accordance witpligpble offsetting accounting guidance were $6,84Hon
for derivative and other contracts (bilateral, obeband exchange-traded) and $239,900 million &mu8ties financing transactions. For further déstans on
master netting agreements and collateral agreeprszesNote 6 (Collateralized Transactions) and NMo6téDerivative Instruments and Hedging Activiti¢s)
the condensed consolidated financial statemersiitl, Item 1 of the Form 10-Q.

(4) Amounts reflect Federal funds sold and se@asritiurchased under agreements to resell and $Sextdrrowed.

(5) Amounts reflect loans held for investment, baeld for sale and banking book loans designattravalue, as well as margin lending and empéolpans.

(6) Amounts primarily reflect Customer receivalkédes Premises, equipment and software costs.

(7) Amounts reflect Lending commitments and Forwgtadting reverse repurchase agreements and sesidtrrowing agreements.

(8) Amounts reflect Standby letters of credit atiteo financial guarantees issued and Liquiditylfiées. For further discussions on the Company’argatees, see
Note 11 (Commitments, Guarantees and Contingenttigbe condensed consolidated financial stateniermart |, ltem 1 of the Form 10-Q.

(9) Bank counterparties primarily include banks degository institutions.

(10) Corporate and Other counterparties includéa@xges and clearing houses.

5.2 Credit Risk: General Disclosurefor Impaired L oans

The Company provides loans or lending commitmenithinv the Institutional Securities and the Wealtraddgement
business segments. The Company accounts for |@aesilon the following categories: loans held feegiment, loans held
for sale and loans at fair value. An allowanceldan losses is estimated for inherent lossesdrptitfolio of loans held for
investment as well as for probable losses relatetield for investment loans identified for impaimheFor a further
discussion of the Company’s credit risks, see “Qitmtive and Qualitative Disclosures about MarkeiskR-Risk
Management—Credit Risk” in Part II, Iltem 7A of tRerm 10-K. For a discussion of the Company’s allogefor loan
losses, impaired loans, reconciliation of changesllowance for loan losses, credit quality indicat determination of past
due or delinquency status, placing of loans on acmel status, returning of loans to accrual statgentification of
impaired loans for financial accounting purposesthadology for estimating its allowance for loasdes, and charge-offs
of uncollectible amounts, see Note 2 (Significantdunting Policies) and Note 8 (Financing Receigalsind Allowance for
Credit Losses) to the consolidated financial stat@sin Part Il, Item 8 of the Form 10-K and Not@~Bhancing Receivables
and Allowance for Credit Losses) to the condensetsalidated financial statements in Part I, Iteof the Form 10-Q.
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The following tables are presented on a U.S. GAA&BiIdand reflect details on impaired and past daed along with

allowances and charge-offs for the Company’s Idald for investment. The tables also include lohell for sale and
loans held in the banking book designated at faline.

At June 30, 2014

Corporate
Bank(1) Sovereign and Other (2) Retail Total
(dallarsin millions)
Impaired loans with allowance ..............ccceceeeivieenea $ -$ -$ 5% -$ 5
Impaired loans without allowance(3)........................ - - 6 10 16
Past due 90 days loans and on nonaccrual............ - - 25 12 37
Past due 90 days loans and still accruing............... - - 1 - 1
Allowance for 0an l0SSeS .........ccvvveiiiireeeemiiiieeees - - 130 8 138
Charge-offs in six months ended June 30, 2014..... - - 3 - 3

(1) Bank counterparties primarily include banks degository institutions.
(2) Corporate and Other counterparties include exclsage clearing houses.
(3) AtJune 30, 2014, no allowance was outstanflinthese loans as the fair value of the collateedd exceeded or equaled the carrying value.

At June 30, 2014

Europe,
Middle East
Americas and Africa Asia-Pacific Total

(dollarsin millions)

IMPAIrEd 08NS ......coiviiiiiiiee e $ 21% -$ -$ 21
Past due 90 days [0anS ..........ooooiiiiiieceeeee e 20 18 - 38
Allowance for [0an l0SSES .........cooiiiiiiicceee e 107 25 6 138

Loans Past Due by Counterparty or I ndustry Type

At June 30, 2014
90 - <120 120 - <180 180 Days

Counterparty Type Days Days or more Total
(dollarsin millions)
BaNK ...ttt et rnr e aae e e nne e $ -$ -$ -$ -
Y0171 =1 o | o OSSP - - - -
Corporate and other 2 - 24 26
RETAIL .. ———— - - 12 12
1] =1 SO RRURRRR $ 2% -$ 369% 38

53 Portfolios Subject to Internal Ratings-Based Risk-Based Capital Formulas

The Company utilizes its internal ratings systemthia calculation of RWAs for the purpose of deteing Basel Ill
regulatory capital requirements for wholesale agtdir exposures, as well as other internal risk agament processes such
as determining credit limits.

Internal Ratings System Design

As a core part of its responsibility for the indegent management of credit risk, the Company’s iCRidk Management
Department maintains a control framework to evauae risk of obligors and the structure of crdddilities (for loans,
derivatives, securities financing transactions,)ehoth at inception and periodically thereaftesr both wholesale and retail
exposures, the Company has an internal ratingsmsytat assigns a Probability of Default and a l@s®n Default. These
risk parameters, along with Exposure at Default, @mbined to estimate credit RWAs. Internal crealings are the basis
for a comprehensive limits framework used to cdntredit risk and serve as the Company’s Credik Ritanagement
Department’s independent assessment of credit fiisk.monitor the credit risk of the portfolio, theo@pany uses

6
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guantitative models and expert judgment to estirtta#evarious risk parameters related to each obhgd/or credit facility.
Internal ratings procedures, methodologies, modetslimits frameworks are all independently andrfalty governed, and
models are reviewed by an independent oversiglutifom

The Probability of Default represents an estiméitadlihood of default of an obligor. The Loss GivBefault is an estimate
of the economic loss incurred by the Company inethent of default by an obligor, expressed as aguéage of Exposure at
Default, which includes unpaid fees and interesdic workout and collection costs, and offsettirgoveries (adjusted for
the time value of money). Exposure at Default s éstimated amount due at the time of default. Expoat Default for

certain products may be reduced by certain créskt mitigants. Contingent liabilities, such as umgn commitments and
standby letters of credit, may be considered indSype at Default.

Internal Ratings System Process

The performance of the internal ratings systemasitored on a quarterly basis. This involves aeevof key performance
measures that include rating overrides, accuraily eaad comparison of internal ratings versus aajlie agency ratings.
The review is performed by an independent group, the results and conclusions are reported to @itaisk governance
committee. The overall effectiveness of the interatings system is assessed annually and the ai@turesults go through
a rigorous challenge process by various governaooenittees before it is presented to the CompaBgard of Directors.

Credit Limits Framework

The Company employs an internal comprehensive éfthgCredit Limits Framework as one of the priméwgls used to
evaluate and manage credit risk levels across tmep@ny. The Credit Limits Framework includes singgene limits and
portfolio concentration limits by country, industand product typeThe limits within the Credit Limits Framework are
calibrated to the Company’s risk tolerance ancentffactors that include the Company’s capital leead the risk attributes
of the exposures managed by the limits. Credit supmis actively monitored against the relevantlitlemits, and excesses
are escalated in accordance with established gameenthresholds. In addition, credit limits areleated and reaffirmed at
least annually or more frequently as necessary.

Wholesale Exposures

Wholesale exposures are credit risk exposures dtitutions and individual investors that may arfeem a variety of
business activities, including, but not limited émtering into swap or other derivative contractdar which counterparties
have obligations to make payments to the Comparieneding credit to clients through various lendicgmmitments;
providing short-term or long-term funding that icared by physical or financial collateral whoséugamay at times be
insufficient to fully cover the loan repayment amguand posting margin and/or collateral to clegrirouses, clearing
agencies, exchanges, banks, securities compardesttagr financial counterparties.

The Company’s Credit Risk Management Departmentuates the creditworthiness of a wholesale oblifgmmpany,
individual, sovereign entity or other governmentitgh by assigning it an internal credit rating,dem which obligors are
rated based on their ability to perform over a widage of economic, business and industry conditidmternal credit
ratings include an obligor rating (Probability oéfault), outlook and Loss Given Default, and areduto establish exposure
limits.

The Company’s Credit Risk Management Departmeetsratholesale counterparties based on an analy$ie abligor and
industry- or sector-specific qualitative and quitive factors. The ratings process typically ings an analysis of the
obligor’s financial statements, evaluation of itarket position, strategy, management, legal and@mwental issues; and
consideration of industry dynamics affecting itgfpemance. The Company’s Credit Risk Managementatepent also
considers security prices and other financial defecting a market view of the obligor and carreeg due diligence with
the obligor's management as needed. The CompangdgittRisk Management Department collects relevafiormation to
rate an obligor. If the available information on @ligor is limited, a conservative rating is assid to reflect uncertainty
arising from the limited information.

Retail Exposures

Retail exposures generally include exposures (dtt@r equity exposures) to an individual and expsto small businesses
that are managed as part of a segment of similgosexes, and not on an individual exposure basis. Gompany incurs

7
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retail exposure credit risk within the Wealth Maeagent business segment lending to individual iroresincluding margin
loans collateralized by securities and through Iskfigmily residential prime mortgage loans in tlenf of conforming,
nonconforming or home equity lines of credit (“HECQ. In addition, the Company grants loans to darté/ealth
Management employees primarily in conjunction veithrogram to retain and recruit such employees.pFimeary source of
the Company'’s retail exposure is concentrated mdfthree Basel Il retail exposure categoriessitential Mortgages and
Other Retail Exposures. The third Basel Il retaitegory, Qualifying Revolving Exposures, is notrently relevant to the
Company as it has no assets related to this categor

Retail exposures consist of many small loans, themaking it generally inefficient to assign raténp each individual loan.
Individual loans, therefore, are segmented andeggged into pools. The Company’s Credit Risk Manag@ Department
develops the methodology to assign Probability efablt, Loss Given Default and Exposure at Defastimates to these
pools of exposures with similar risk charactersstigsing factors that may include the Fair Isaap@ation (“FICQO”) scores
of the borrowers. Exposure at Default for certaimdpicts may be reduced by eligible collateral. Gayant liabilities such as
undrawn commitments and standby letters of credicansidered in Exposure at Default.

Internal Ratings System Exposures

The following table provides a summary of the dlgttion of Internal Ratings Based Advanced Approesh parameters
that the Company uses to calculate RWAs for whideaad retail exposures. The table also providesame risk weighted
values across obligor types and rating grades. Géwpany currently does not have any high volatiiommercial real
estate or qualifying revolving exposures.

At June 30, 2014

Average Average Average
Probability L oss Given Counterparty
Probability of of Default Default Undrawn Exposure at Exposure Averagerisk
Subcategory Default Band (%) (%)(D) (%)(2) Commitment Default(1) at Default(3) weight (%)
(dollarsin millions)
Wholesale
Exposures....0.00< PD <0.35....... 0.08% 44.18%% 83,560% 251,067% 7,270 22.45%
0.35< PD < 1.35....... 0.83% 37.71% 14,073 24,918 443 80.61%
1.35< PD < 10.00...... 4.67% 34.98¥% 10,725 13,921 93 127.44%
10.00< PD < 100.00... 26.85% 38.15¥% 99 2,048 343 225.42%
100 (Default).............. 100.00% N/A 59 909 182 106.00%
SUD-OtAL. ... ————— $ 108,51€$ 292,863% 8,331
Residential
Mortgages....0.00< PD < 0.15....... 0.05% 17.879% 244% 11,789% 1 2.68%
0.15< PD<0.35....... 0.32% 17.47% 1 722 4 10.29%
0.35<PD < 1.35........ 1.32% 14.95Y% - 271 5 23.71%
1.35< PD < 10.00...... 2.15% 13.33% - 129 1 28.23%
10.00< PD < 100.00... 25.76Y% 14.06% - 35 8 86.75%
100 (Default).............. 100.00% N/A - 12 4 106.00%
SUD-TOtALL .. $ 245% 12,958% 23
Other Retail
Exposures....0.00< PD < 1.50....... 0.24% 100.009% 2,929% 924% 4 44.01%
1.50< PD < 3.00....... 2.21% 100.00% - 690 15 139.84%
3.00<PD <5.00........ 3.62% 38.57Y% - 1,806 2 58.62%
5.00<PD < 8.00........ 6.63% 50.87Y% - 1,813 - 82.27%
8.00< PD < 100.00..... 8.65% 17.30% - 1,370 - 29.86%
100 (Default).............. 100.00% N/A - 272 1 106.00%
SUD-TOtALL .. $ 2,929% 6,875% 22
TOtAL et ————— $ 111,69C$ 312,69€$ 8,376

N/A—Not Applicable
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(1) Amounts reflect the effect of collateral, guarastaad credit derivatives.

(2) Under U.S. Basel lll, credit risk mitigation ihe form of collateral may be applied by reducifxgosure at Default or adjusting the Loss GivenaDkf The
Company may apply one or the other approach depgruhi product type. When collateral mitigation ppléed against the Exposure at Default, the Los®eGi
Default is set at 100% to avoid duplication.

(3) Average Counterparty Exposure at Default reptssthe weighted average exposure at default gerterparty within the respective Probability off&dt
band, weighted by their pro rata Exposure at Déefaoritribution.

54 General Disclosure for Wholesale Counterparty Credit Risk of Derivative Contracts, Repo-Style
Transactionsand Margin Lending

Counterparty Credit Risk Overview

Counterparty credit exposure arises from the figlt parties are unable to meet their payment diige under derivative
contracts, repo-style transactions and wholesalegimdoans. Repo-style transactions include repasehagreements and
securities lending transactions. Derivative corrand security values have a risk of increasedngial future counterparty
exposure from changes in movements in market pandsother risk factors. Potential future expossimaitigated by the use
of netting and collateral agreements. The Compaeg an internal model to estimate potential futx@osure that includes
the mitigating effects of netting and collateravaluing over-the-counter (“OTC") and exchange-eddlerivative contracts
(bilateral and cleared), repo-style transactionsl amargin lending. The use of netting, collateraifeinal models
methodology and credit valuation adjustment areudised further below, in addition to other courdenp credit risk
management practices.

Derivative Contracts

The Company actively manages its credit exposwauth the application of collateral arrangements sgadily available
market instruments such as credit derivatives. T$® of collateral in managing derivative risk ianstard in the market
place, and is governed by appropriate documentatiaih as the Credit Support Annex to the InternaticGwaps and
Derivatives Association, Inc. (“ISDA”) documentatioln line with these standards, the Company gdigesacepts only
cash, government bonds, corporate debt and ma@xiaeduities as collateral. The Company has poliaifes procedures for
reviewing the legal enforceability of credit suppdocuments in accordance with applicable rules.

Repo-Syle Transactions

The Company engages finmnding activities through the use of repurchaseagents and other repo-style transactions. The
Company manages credit exposure arising from reweqsurchase agreements, repurchase agreemenistiesebdorrowing

and securities lending transactions by, in appat@rcircumstances, entering into master nettingcafidteral agreements
with counterparties that provide the Company, méRent of a customer default, the right to liqtedeollateral and the right

to offset a counterparty’s rights and obligatioosider these agreements and transactions, the Conaittier receives or
provides collateral, including U.S. government aiggncy securities, other sovereguvernment obligations, corporate and
other debt, and corporate equities.

Wholesale Margin Lending

The Company also engages in activities to provididitenal funding through wholesale margin lendiiog institutional
customers. Customer receivables generated fromimigrgding activity are collateralized by custoneevned securities held
by the Company. The Company monitors required mal@iels and established credit limits daily andrspant to such
guidelines, requires customers to provide additioollateral or reduce positions, when necessary.

Netting

The Company recognizes netting in its estimatiofExjosure at Default for its derivative portfolifislateral and cleared)
where it has a master netting agreement in pladeotiver relevant requirements are met. The ISDAtktasgreement is an
industry-standard master netting agreement thigpisally used to document derivative transacti@ikateral and cleared).
The Company generally uses the ISDA Master Agre¢raad similar master netting agreements to docurderivative
(bilateral and cleared) and repo-style transactifons a discussion of the Company’s master netigngements, see Note 6
(Collateralized Transactions) and Note 10 (Derxatinstruments and Hedging Activities) to the corsbal consolidated
financial statements in Part I, Item 1 of the FA®RQ.
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Collateral

The Company may require collateral depending oreditassessment done for each of the Companyisteqarties. There
is an established infrastructure to manage, mairaad value collateral on a daily basis. Collatdreld is managed in
accordance with the Company’s guidelines and tlevaat underlying agreements.

For a discussion of the Company’s use of collatasah credit risk mitigant, including with respezterivatives, repo-style
transactions and margin loans, see Note 6 (Cdodiieged Transactions) and Note 10 (Derivative Insteats and Hedging
Activities) to the condensed consolidated finanstatements in Part I, ltem 1 of the Form 10-Q. flaather information on
the Company’s valuation approaches, including foflateral, see Note 2 (Significant Accounting Piel&) to the
consolidated financial statements included in Paidtem 8 of the Form 10-K and Note 4 (Fair ValDésclosures) to the
condensed consolidated financial statements indlid®art I, Item 1 of the Form 10-Q.

General Disclosure for Counterparty Credit Risk

The following table is presented on a U.S. GAAPidbasd reflects the net exposures for derivativé ather contracts
(bilateral and cleared) and securities financiagsactions and the gross notional exposures folesale margin lending.

At June 30, 2014

(dallarsin millions)
Derivative and Other Contracts:

GroSS POSILIVE TAIN VAIUE ...ttt e e e e e e e e e e e e e e e e e e e e anna $ 602,773

Counterparty netting DeNefit ... ... e (515,305

Netted CUIMENTt CrEit EXPOSI....ccceii i it i s ittt e e e e e e e e e e e es s e r e e e e et aeeaeeeee e s e e e e e e e e e eanans $ 87,468

YT ol B 1= TSRt 0] = 1= = | PRS (6,881

L@ 1] g T o0 = 1 (=] -1 (55,563

Net exposure (after netting and CONALEIAI) ... o oottt e e e e s $ 25,024
Repo-Style Transactions:

GrOSS NOLIONAI EXPOSUIE....ccci ittt it i s ceeeeer ettt e e ee e e e e e et s s s e s ass e e beeraeeeeeeaaaeeaessesaaaaanssnsssssrnnnnenreeeeeesen $ 315,980

Net exposure (after Netting and COIALE. .........ouiiiiiieeii i 16,522
Wholesale Margin Lending:

GroSS NOLIONAI EXPOSUIE (L) ..eeeeeieiiiii et ettt ettt e e e e e e e e e e e s e neabbbbbbe e e e aaaaaaeesasaaaannnnnnns $ 12,178

(1) AtJune 30, 2014, the fair value of the collatdeld exceeded the carrying value of margingoan

The following table is presented on a U.S. GAAPibasd reflects the notional amount of outstandireglit derivatives at
June 30, 2014, used to hedge the Company’s owifoporand those undertaken in connection with dliettermediation
activities. The Company believes that the noti@mbunts of the derivative contracts generally daéests exposure.

At June 30, 2014
Hedge Portfolio Intermediation Activities
Credit derivative type Pur chased Sold Pur chased Sold

(dollarsin millions)

Credit derivatives:

Credit default SWaps .........ccoecvvveeeesccieeeee e $ 55,567% 32,891% 1,032,891% 1,052,205
Total return SWapSs ......ceeeeeveeiieeeee e cccereeeeeeeeeee - - 4,145 3,488
L@ 1 1= PP 1,584 - 22,860 33,751
10 = | N $ 57,151% 32,891% 1,059,89¢$ 1,089,444

For a further discussion of the Company’s creditvdgives, see “Quantitative and Qualitative Distloes about Market
Risk—Credit Risk—Credit Exposure—Derivatives—Crdddrivatives” in Part I, ltem 3 and Note 10 (Detiva Instruments
and Hedging Activities) to the condensed consadiddinancial statements in Part I, Item 1 of thenFa0-Q.
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Internal Models Methodology

The Company uses the Internal Models MethodolodiyINf”") to estimate counterparty exposure at futurae horizons.
Under the IMM approach, the Company uses a regudgiproved simulation model to estimate the distidn of

counterparty exposures at specified future timazbas. The simulation model projects potential ealwf various risk
factors that affect the Company’s counterparty fpbat (e.g., interest rates, equity prices, commodity priced aredit

spreads) under a large number of simulation pathd,then determines possible changes in countgrpgpbsure for each
path by re-pricing transactions with that counteypainder the projected risk factor values. A ceuparty’s expected
positive exposure profile is determined from thsuteng modeled exposure distribution to estimatpdsure at Default in
calculating RWAs for regulatory capital ratio puses. For a small population of exposures not modeieder this
simulation method, the Company calculates Expoati@efault for regulatory capital purposes using@re conservative
but less risk-sensitive method. The internal modetorporate the effects of legally enforceabletingtand collateral
agreements in estimating counterparty exposure.

The table below presents the Exposure at Defaell é@r the Company’s determination of regulatorgitz for derivative
and other contracts and securities financing tretieas, including bilateral and cleared transactjdout excluding default
fund contributions.

At June 30, 2014
Internal Models M ethodol ogy

(dollarsin millions)

Derivative and other CONractS(L).......ooii oottt e e eeeeeean $ 74,956
Securities fiNaNCING traNSACHIONS. ......... ettt e e e e e et r e e e e e e e e e e eeens 39,126
L 1 0= PP PPPR PRI 1,040

LI ] €= OO P PR $ 115,122

(1) Amount includes client exposures related todkaring of exchange-traded derivatives.

Other Counterparty Credit Risk Management Practices

Credit Valuation Adjustment

Credit valuation adjustment (“CVA") refers to tharfvalue adjustment to reflect counterparty creidk in the valuation of
bilateral {.e., non-cleared) OTC derivative contracts. U.S. Biseéquires the Company to calculate RWAs for CVA.

The Company establishes a CVA for bilateral OTCiwddive transactions based on expected credit soggpeen the
probability and severity of a counterparty defalilhe adjustment is determined by evaluating thelitexposure to the
counterparty and by taking into account the mavkéite of a counterparty’s credit risk as implieddogdit spreads, and the
effect of allowances for any credit risk mitigastech as legally enforceable netting and collaegatements.

CVA is recognized in profit and loss on a dailyibamnd effectively represents an adjustment tecethe credit component
of the fair value of the derivatives receivablevési that the previously recognized CVA reducespibiential loss faced in
the event of a counterparty default, exposure ogeaie reduced for CVA.

Assignment of Economic Capital for Counterparty Credit Exposures

The Company’s internal capital assessment and sbigrament of counterparty credit risk are basedhenCompany’s
required capital framework. The Company’s requicagital framework is based on the principle that @ompany should
have adequate capital to meet regulatory requiresreren after a severe stress loss. This frameta&ds into consideration
Probability of Default, Loss Given Default, potabtexposure and resulting estimated stress losseoonterparty credit
exposures. For a further discussion on the Compargguired capital framework, see “MD&A—Liquiditynd Capital

Resources—Regulatory Requirements—Required Cajpitdtart I, Iltem 2 of the Form 10-Q.

11
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Additional Collateral Requirements Due to Credit Rating Downgrade

For a discussion of the additional collateral ami@ation payments that may be called in the eeéat future credit rating
downgrade of the Company, see “MD&A—Liquidity an@tal Resources—Credit Ratings” in Part I, IterafZhe Form
10-Q.

Wrong-Way Risk

The Company incorporates the effect of specificngravay risk in its calculation of the counterpaeyposure. Specific
wrong-way risk arises when a transaction is stmectiin such a way that the exposure to the couatsrps positively
correlated with the Probability of Default of theunterparty; for example, a counterparty writing pptions on its own
stock or a counterparty collateralized by its ownrelated party stock. The Company considers sigeaifong-way risk
when approving transactions. The Company also miigeneral wrong-way risk, which arises when tbanterparty
Probability of Default is correlated with generahniket or macroeconomic factors. The credit assasisprecess identifies
these correlations and manages the risk accordingly

55 Credit Risk Mitigation

General Overview of Credit Risk Mitigation

In addition to the use of netting and collateralfotigating counterparty credit risk discussedahdhe Company may seek
to mitigate credit risk from its lending and detivas transactions in multiplays, including through the use of guarantees
and hedges. At the transaction level, the Compaekssto mitigate risk through management of kely eiements such as
size, tenor, financial covenants, seniority andatetal. The Company actively hedges its lendind derivatives exposure
through various financial instruments that may ude single-name, portfolio and structured creditvd¢ives. Additionally,
the Company may sell, assign or syndicate fundetiscand lending commitments to other financialitusons in the
primary and secondary loan market.

In connection with its derivatives activities, t@®mpany generally enters into master netting ageeésnand collateral
arrangements with counterparties. These agreememtgle the Company with the ability to demand &igltal, as well as to
liquidate collateral and offset receivables andafigs covered under the same master netting agntemthe event of a
counterparty default. For further information oe impact of netting on the Company’s credit expesusee “Collateral” in
Section 5.4 herein and “Quantitative and Qualieatdsclosures about Market Risk—Risk Management-diCiRisk” in
Part Il, Item 7A of the Form 10-K.

Loan Collateral Recognition and Management

Collateralizing loans significantly reduces thediteisk to the Company. As part of the credit enxsdlon process, when
possible, the Company’s Credit Risk Management Depmt assesses the ability of obligors to postataral. The

Company’s Credit Risk Management Department mawidean the posting of collateral as a factor whepraping loans, as
applicable.

Customer margin accounts, a source of credit exppsare collateralized in accordance with interantl regulatory

guidelines. The Company monitors required margivelle and established credit limits daily and, parguto such

guidelines, requires customers to provide additioobateral, or reduce positions, when necesdaagtors considered in the
review of margin loans are the amount of the Iahe, intended purpose, the degree of leverage beimgjoyed in the

account, and overall evaluation of the portfolicettsure diversification or, in the case of conaptt positions, appropriate
liquidity of the underlying collateral or potentikedging strategies to reduce risk. Additionallgnsactions relating to
concentrated or restricted positions require aesgvof any legal impediments to liquidation of thederlying collateral.

Underlying collateral for margin loans is revieweih respect to the liquidity of the proposed cttal positions, valuation
of securities, historic trading range, volatilityadysis and an evaluation of industry concentration

With respect to first and second mortgages, indgitHELOC loans, a loan evaluation process is adioptthin a framework
of the credit underwriting policies and collatenaluation. Loan-to-collateral value ratios are dweieed based on
independent third-party property appraisal/valugioand the security lien position is establishadugh title/ownership
reports.

12
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Guarantees and Credit Derivatives

The Company may accept or request guarantees ftated or third parties to mitigate credit risk feholesale obligors.
Such arrangements represent obligations for theagta to make payments to the Company if a copatéy fails to fulfill
its obligation under a borrowing arrangement oeottontractual obligation. The Company typicallgemts guarantees from
investment grade corporate entities and finanaigtitutions within the Institutional Securities mess segment, and
individuals and their small- and medium-sized dadimebusinesses within the Wealth Management busirsegment.
Guarantees are monitored against eligibility resmients on an ongoing basis, and eligible guararfi@esvholesale
exposures may be recognized when evaluating tkeeniit ratings assignment process and when detergnihe Company's
overall capital requirements. The Company may hksdge certain exposures using credit derivatives. Company enters
into credit derivatives, principally through cred#fault swaps, under which it receives or provisiegection against the risk
of default on a set of debt obligations issued tspecified reference entity or entities. A majofythe Company’s hedge
counterparties are banks, broker-dealers, insurandether financial institutions.

The Company recognizes certain credit derivativesthird-party guarantees for the reduction of @dpequirements under
the Advanced Approach. At June 30, 2014, the agdee§xposure at Default amount of the Company’slegade exposure
hedged by such credit derivatives or third-partgrgatees, excluding CVA hedges, was $4,171 million.

6 Securitization
Securitization exposure is defined as a transaatiovhich:

* The credit risk of the underlying exposuresramsferred to third parties, and has been sepanaiedwo or more
tranches reflecting different levels of seniority;

e The performance of the securitization dependasupe performance of the underlying exposures; and

* All or substantially all of the underlying exposs are financial exposures.

Securitization exposures include on- or off-balasteet exposures (including credit enhancements) dtise from a
securitization or re-securitization transaction;aor exposure that directly or indirectly refereneesecuritization€gg., a
credit derivative). A re-securitization is an expasbased on the performance of more than one lyimgexposure and in
which one or more of the underlying exposuressiliita securitization exposure.

On-balance sheet exposures include securitiess laad derivatives for which securitization truses the counterparty. Off-
balance sheet exposures include liquidity commitsiemmanched credit derivatives and derivativesvibich the reference
obligation is a securitization.

Securitization exposures are classified as eithaditional or synthetic. In a traditional secuidtiobn, the originator
establishes a special purpose entity (“SPE”) afid assets (either originated or purchased) ofbatance sheet into the
SPE, which issues securities to investors. In @éhgfit securitization, credit risk is transferredain investor through the use
of credit derivatives or guarantees. In a synthséicuritization, there is no change in accounthegtinent for the assets
securitized.

The Company does not manage or advise entitiesnadt in securitizations sponsored by the Company

Except for (i) its available for sale securitie\FS Securities”) portfolios, for which the Compapyrchases highly rated
tranches of commercial mortgage and other secatiitizs not sponsored by the Company, and (ii) warsé loans to client
sponsored SPEs, the Company engages in secuatiggifimarily as a trading activity.

The Company retains securities issued in secuiiiizatransactions it sponsors, and it purchasesirgies issued in
securitization transactions sponsored by othegsaasof its trading inventory. These interestsiacduded in the condensed
consolidated statements of financial conditioraat¥alue with mark-to-market changes reportednttading book.

With the exception of the current year securitmatactivities, this section includes only secuatian exposures that are
included in the banking book. Securitization expesuthat are included in the trading book are miteskin “Correlation
Trading Positions and Securitization Exposureshia Trading Book” in Part Il, Section 3 of the Markeisk Capital
Disclosures Report.

13
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6.1 Securitization Activities

For further information on securitization transans in which the Company holds any exposure ireeitte banking book or
the trading book, see the tables in “Transfers sde4s with Continuing Involvement” in Note 7 (Vdlia Interest Entities
and Securitization Activities) to the consolidatfiaancial statements in Part II, Item 8 of the Fotf+K and Note 7
(Variable Interest Entities and Securitization Aities) to the condensed consolidated financigkestents in Part |, ltem 1
of the Form 10-Q.

The following table, which excludes securitizatierposures held in the Company’s trading book, sepres the total
outstanding exposures securitized by the Comparay smonsor for which the Company has retained tcordiounterparty
exposures at June 30, 2014. Because this excledesities held in the Company’s trading book, tiisle includes only
transactions in which the Company transferred asmed entered into a derivative transaction with gbcuritization SPE.
For residential mortgage and commercial mortgagestictions, these derivatives are interest ratéoaedrrency swaps.
This table does not include assets transferrednbyfiliated co-depositors into these transactiomsaditional securitization
exposures reflect unpaid principal balances ofiiderlying collateral, and synthetic securitizatexposures reflect notional
amounts.

At June 30, 2014

Traditional

Amount Sold by
Third Partiesin

Transactions
Amount Sold by Sponsor ed by
Exposure type the Company the Company Synthetic
(dollarsin millions)

Commercial MOMQAGES ....cvvvvveeeeeeeee e e et smeeeeeeeeeeereeeeaeaeeeeaeeen, $ 10,185% 6,417% -
Residential mMortgages.......ccvveeeveii e s commmmm e 1,065 - -
Corporate debt .........eeeeiiiiiiiii 367 - 401
Asset-backed securitizations and other ... .eeveeieenenen.e. - - -
e ] <= | $ 11,617% 6,417% 401

The following table is presented on a U.S. GAAPiband reflects a summary of the Company’s seeatitin activity
during 2014, regardless of whether the Companynedacredit or counterparty exposure, includingah®munt of exposures
securitized (by exposure type), and the correspgndicognized gain or loss on sale. This tableuthe$ assets transferred
by unaffiliated co-depositors into these transansio

Six Months Ended June 30, 2014

Amount Sold by
Third Partiesin

Recognized Transactions
Amount Sold by Gain/(Loss) Sponsor ed by
Exposure type the Company(1) on Sale the Company
(dollarsin millions)
Commercial MOrtgages .........eeeeeiivveeesreeeeeeeeseiineeeeeseeninens $ 1,390% 8% 2,436
Residential Mortgages.......ccveeeevei it s cmcmmmm e 380 - -

Corporate debt .........eeeeiiiiiiiii e - - -
Asset-backed securitizations and other ... .o ceevneeeennenee. - - -
l o] 7= | TR $ 1,770% 8% 2,436

(1) Amounts represent notional value of assets lwtiie Company contributed to the securitization.
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The following table is presented on a U.S. GAAPibasd reflects a summary of the Company’s seeatitn activity
during 2014, for those transactions in which thenfany has not retained an interest, including theunt of exposures
securitized (by exposure type), and the correspgnicognized gain or loss on sale. This tableuthe$ assets transferred
by unaffiliated co-depositors into these transanstio

Six Months Ended June 30, 2014

Amount Sold by
Third Partiesin

Recognized Transactions

Amount Sold by Gain/(Loss) Sponsor ed by

Exposure type the Company(1) on Sale the Company

(dollarsin millions)

Commercial MOMQAgES .......ccvvveeivreeitmmmeeeeeeiree e eiee e, $ 784% 9% 1,563
Residential mortgages. .......ooooeeriiiiiiieeieeeee e 22 - -
Corporate debt .........eeeeiiiiiiiii - - -
Asset-backed securitizations and other .....ooeevvveeeeeeen... - - -
LI ] - USRS $ 806% 9% 1,563

(1) Amounts represent notional value of assets lwtiie Company contributed to the securitization.
6.2 Accounting and Valuation

For a discussion of the Company’s accounting aridatian techniques related to securitization, se¢eN2 (Significant
Accounting Policies), Note 4 (Fair Value Measuretapand Note 7 (Variable Interest Entities and S&zation Activities)
to the consolidated financial statements in Padtéin 8 of the Form 10-K and Note 4 (Fair Valuedderements) and Note
7 (Variable Interest Entities and Securitizatiortifities) to the condensed consolidated finandialesnents in Part |, Item 1
of the Form 10-Q.

6.3 Banking Book Securitization Exposures

The following tables do not include securities heldhe Company’s trading book. As a result, thigses include only
securities held in its AFS Securities portfoliograhouse loans made to securitization entitiest@mgactions in which the
Company entered into derivative transactions wiskeeuritization issuer.

The Company did not retain any senior or suborditiginches, nor recognized related credit lossekerbanking book.
During the quarter ended June 30, 2014, the Compliahynot have material impaired/past due exposorelsses on
securitized assets.

In addition, the Company may enter into derivatoantracts, such as interest rate swaps. Theseatieewvtransactions
generally represent senior obligations of the SBEsior to the most senior beneficial interesttamiging in the securitized
exposures, and are included in the condensed d¢datadl statements of financial condition primasityfair value.

The following table is presented on a U.S. GAAPidand reflects the outstanding exposures intetalée securitized:

Exposure type At June 30, 2014
(dollarsin millions)
COMMEICIAl MOTTJAGES .ceeeeeiiiiieeeee et s oot e e e e bbbttt ettt e e et aaaaaesasaaa e e aaaaaeeeaaesaaaannnnnnns $ 1,736
RESIAENTIAl MOMGAGES .. e et iiiieeie ettt e e e e e e e ettt et e e e e e aaaaaaaaeasaesaaaannnnans -
(O] o= 110 [ o ) O 269
Asset-backed securitizations and OtNET ... e ooveeiiiiiiii e emm e -
LI ] = | PSP PRRR P $ 2,005
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The following table presents the aggregate Expoatii@efault amount of the Company’s outstandingbatance sheet and
off-balance sheet securitization positions by expesype:

At June 30, 2014

Exposure type On-balance sheet Off-balance sheet Total
(dollarsin millions)
Commercial Mortgages .......ccceeevvvveeeesmeeeeeeeeeesiveeee e e $ 1,734% 2,021% 3,755
Residential mortgages......ccccvvveeeeeeesscemmmmm e 187 32 219
Corporate debt ........cevviiiiiieeee e 1,599 1,458 3,057
Asset-backed securitizations and other(1) .. .ooeeeeennn 8,479 2,871 11,350
LI ] - U PSSR $ 11,999% 6,382% 18,381

(1) Amounts primarily reflect student loans, awtoaivables, servicer advance receivables, munibipads and credit card receivables.

The following table presents the aggregate Expoauiefault amount of securitization exposuresimeth or purchased and
the associated RWAs for these exposures, catedgobigbveen securitization and re-securitization expes. In addition,
these exposures are further categorized into resghw bands and by risk-based capital approach Cdmpany employs the
Supervisory Formula Approach and the Simplified Gugory Formula Approach to calculate counterpargdit capital for
securitization exposures in the Company’s bankingkb The Supervisory Formula Approach uses intematlels to
calculate the risk weights for securitization expes. The Simplified Supervisory Formula Approaglaisimplified version
of the Supervisory Formula Approach under which tis& weights for securitization exposures are eiged using
supervisory risk weights and other inputs. In thoases where the Company does not apply eitheheofSupervisory
Formula Approach or the Simplified Supervisory FatanApproach, then the securitization exposurebbeilassigned to the
1,250% risk weight category.

At June 30, 2014
Securitizations
Simplified Supervisory

Supervisory Formula Approach Formula Approach 1,250% Risk Weight Category
Exposure at Exposure at Exposure at
Risk Weight Default Amount RWAs Default Amount RWAs Default Amount RWAs
(dollarsin millions)
0% - 20%........... $ 11,630% 2,465% 5,588% 1,184% -$ -
20% - 100%...... 778 299 187 187 - -
100% - 500%..... 55 165 - - - -
500% - 1,250%.. 75 492 12 68 - -
Equal to 1,250% - - - - 7 98
LI ] 7= | $ 12,538% 3,421% 5,787% 1,439% 7% 98

At June 30, 2014
Re-securitizations
Simplified Supervisory

Supervisory Formula Approach Formula Approach 1,250% Risk Weight Category
Exposure at Exposure at Exposure at
Risk Weight Default Amount RWAs Default Amount RWAs Default Amount RWAs
(dollarsin millions)
0% - 20%........... $ -$ -$ 15% 3% -$ -
20% - 100%...... - - - - - -
100% - 500%..... - - 20 47 - -
500% - 1,250%.. - - 12 97 - -
Equal to 1,250% - - - - 2 19
Total....covveveenee $ -$ -$ 47% 147% 2% 19
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At June 30, 2014, the amount of exposures thatdeasicted from Tier 1 capital, representing therdfig gain on sale
resulting from securitization was $13 million.

6.4 Credit and M arket Risk Related to Securitization

The Company may extend short-term or long-term ifumdo clients through loans and lending commitraetiitat are
secured by assets of the borrower and generallyigedor over-collateralization, including commeakcreal estate, loans
secured by loan pools, commercial and industrimhmany loans, and secured lines of revolving crediedit risk with
respect to these loans and lending commitmentssafiem the failure of a borrower to perform acéogdo the terms of the
loan agreement or a decline in the underlying teréd value.

Risk Monitoring. The credit risk of the Company’s securitizatiamnsl re-securitizations is controlled by activelgmnitoring
and managing the associated credit exposures. Dngp&hy evaluates collateral quality, credit submation levels and
structural characteristics of securitization tratises at inception and on an ongoing basis, andagas exposures against
internal concentration limits.

The Company follows a set of rigorous proceduresifix managing market risk on securitized produet®lving them with
changes in market conditions:

» The Company conducts an assessment of risk lirhisagt once a year, and more often when requizZetlateral
quality, liquidity and downside risk are importdattors for setting market risk limits.

» The Company measures downside risk using variousameuch as Stress Value-at-Risk (“S-VaR”), appietary
methodology, and many stress scenarios, differamgi@roducts based on collateral, seniority agdidity.

e The Company includes all of its trading book se@ation positions in the Company’s Value-at-RisKdR”")
model.

Re-securitization positions are created from rekpging of securitization exposures, risk managedeljewing risk in the
underlying collateral. Risk assessments of thesstipns (for limits, stress test and VaR) are caned by taking into
account the underlying collateral risk.

Analyzing Credit Risk. Credit risk management takes place at the tcdiosa obligor and portfolio levels. In order toopect
the Company from losses resulting from these amsithe Company’s Credit Risk Management Departreasures that
lending transactions and derivative exposures aatyaed, that the creditworthiness of the Compamgsnterparties and
borrowers are reviewed regularly, and that crexiitosure is actively monitored and managed. The Gmyip Credit Risk
Management Department assigns obligor credit ratiogthe Company’'s counterparties and borrowerschwreflect an
assessment of an obligor's Probability of Defadltiditionally, the Company’s Credit Risk Managemddpartment
evaluates the relative position of the Companytisigpalar obligation in the borrower’s capital sttuge and relative recovery
prospects, as well as collateral (if applicable) ather structural elements of the particular taatisn.

The following table presents the aggregate Expoatii@efault amount of re-securitization exposuetained or purchased,
categorized according to exposures to which cresktmitigation is applied and those not applied.

At June 30, 2014

(dallarsin millions)

Re-securitization exposures:

Re-securitization exposure to which credit riskigaition is applied ............ccoeiiiiiiiieeecnd $ -
Re-securitization exposure to which credit riskigaition is not applied ..........ccccccciiiirceiiiiiiinneee. 49
Total re-securitization exposures retained or PRABEH ..............uvviiiiiiiiiirieeee e $ 49
Total re-securitization eXPOSUIE 0 GUAIANTOIS ceeervrvrririerierieeeeeeeiesiiesssesentereeeeeeeereereeeererreeaaeaeees $ -
Total re-securitization eXposure NOt t0 QUAIANTOIS.......ccuuurirriiiiiieirereeeeeeeeeeeesesseeesmeeeeeernreeeeeees 49
Total re-securitization exposures retained or PABEH ............ccvvviieiiiiieie e $ 49
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7 Operational Risk

Operational risk refers to the risk of loss, or dam to the Company’s reputation, resulting fromdetuate or failed
processes, people, and systems or from externate@y., fraud, legal and compliance risks or damage fisishl assets).
The Company may incur operational risk across thle dcope of its business activities, including eeue-generating
activities €.g., sales and trading) and control groupg.( information technology and trade processing).dlegegulatory
and compliance risks are included in the scope pdrational risk. For a further discussion of operal risk, see
“Quantitative and Qualitative Disclosures about kédrRisk—Risk Management—Operational Risk” in Riritem 7A of
the Form 10-K.

The Company has established an advanced measurapmoiaches framework to identify, measure, moratat control
risk across the Company. Effective operational msknagement is essential to reducing the impaaipefational risk
incidents and mitigating legal, regulatory and tegional risks. The framework is continually evalgito account for
changes in the Company and to respond to the amgngigulatory and business environment. The Compaasy
implemented operational risk data and assessmeait¢rsg to monitor and analyze internal and exteop&rational risk
events, business environment and internal contiwibfs and to perform scenario analysis. The dededata elements are
incorporated in the operational risk capital modehe model encompasses both quantitative and gtiedit elements.
Internal loss data and scenario analysis resudtsliaect inputs to the capital models, while exatperational incidents and
business environment internal control factors airéct inputs to the model. The Company’s ongaiegiew, update,
oversight and validation of its advanced measurérapproaches framework are comparable to thatsahternal ratings
system.

The Company uses the Loss Distribution Approacmadel operational risk exposures. In this approbds frequency and
severity distributions are separately modeled aothpounded to produce an Aggregate Loss Distributibrvarious
confidence levels over a one-year period. Operatiosk regulatory capital is the VaR at the 99.88ffidence level. This
modeling process is performed separately on eadheofunits of measure. The results are aggregatebs all units of
measure, taking into account potential risk intéoacand diversification, to determine operatiorngk regulatory capital.

In addition, the Company employs a variety of giskcesses and mitigants to manage its operatitskaexrposures. These
include a strong governance framework, a compretendsk management program and insurance. The @aynp
continually undertakes measures to improve infuastire and mitigate operational risk. The goalha& Operational Risk
Management Framework is to identify and assessdfigignt operational risks and to ensure that appad@ mitigation
actions are undertaken. Mitigation actions are adriby the Operational Risk Framework in that openal risks and
associated risk exposures are assessed vis-aevigptrational risk levels and are prioritized adoagly. The breadth and
range of operational risk are such that the tygesitigating activities are wide-ranging. Examplafsactivities include the
use of legal agreements and contracts to transf#ioalimit operational risk exposures; due diligenimplementation of
enhanced policies and procedures; exception mar&gerocessing controls; and authorization andegggion of duties.

See “Capital Adequacy” in Section 4 herein for @@mpany’s operational RWAs at June 30, 2014.
8 Equities Not Subject to Market Risk Capital Rule
Overview

The Company from time to time makes equity investisithat may include business facilitation or otineesting activities.
Such investments are typically strategic investmemidertaken by the Company to facilitate corertmss activities. From
time to time, the Company may also make equity stments and capital commitments to public and peiGdmpanies,
funds and other entities. Additionally, the Compappnsors and manages investment vehicles andasegacounts for
clients seeking exposure to private equity, infragtire, mezzanine lending and real estate-relatet other alternative
investments. The Company may also invest in andigeccapital to such investment vehicles.

Valuation and accounting policiesfor equity investments not subject to market risk capital rule

The Company’s equity investments include investméntprivate equity funds, real estate funds andghefunds (which
include investments made in connection with certamployee deferred compensation plans), as welirast investments in
equity securities, which are recorded at fair value
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The Company applies the Alternative Modified Lookrdugh Approach to equity exposures to investmemd$. Under this
approach, the adjusted carrying value of an eqxposure to an investment fund is assigned on agpaobasis to different
risk weight categories based on the informatiothenfund’s prospectus or related documents. Farth#r equity exposures,
the Company applies the Simple Risk-Weight Appro@&RWA”"). Under SRWA, the RWA for each equity exquue is
calculated by multiplying the adjusted carryinguealof the equity exposure by the applicable regtyaprescribed risk
weight.

The following table consists of U.S. GAAP amounchbsed in the balance sheet of investments amtyfies and nature of
investments, capital requirements by appropriataitgggroupings, cumulative realized gains/(lossésm sales and
liquidations in the reporting period, and total ealized gains/(losses) on equity AFS Securitieleetfd in Accumulated
other comprehensive income (loss), net of tax (“AQGncluding unrecognized gains/(losses) relat@évestments carried
at cost and unrealized gains/(losses) includeden Trand/or Tier 2 capital.

At June 30, 2014
Total Risk
Type of Equity I nvestments On-balance Sheet(1) Weight % RWAS(2)
(dollarsin millions)

Simple Risk-Weight Approach:

Exposures in the 0% risk weight category ....cccceevevveccvvviinnnninnnnn, $ 382 0% $ -

Exposures in the 20 % risk weight category .......cccccvvvvveeeevvemnnn.. 39 20% 8

Community development equity eXpPOSUIeS.....ccccccuvevvevrevrenenen. 2,146 100% 2,340

Non-significant equity @XPOSUIES .......ccccuuuvuumiemiiiieeeeeaeeeeeeeeeaennne 5,806 100% 6,656

Significant investments in unconsolidated finanaiatitutions(3).... 4,981 100% 5,311

Publicly traded equity exposures .. - 300% -

Non-publicly traded equity exposures - 400% -

Exposures in the 600% risk weight category .............................. 819 600% 5,894

SUD-EOAL....eeeeiiieie e $ 14,173 NA 8 20,209
Equity exposures to investment funds:

Alternative Modified Look-Through Approach ....c..ccccccceiiniea 5,023 N/A 5,472
Total Equities Not Subject to Market Risk Capitall&..................... $ 19,196 NA 8 25,681
Cumulative realized gains/(losses) from sales BRAdations...............cccccivviiiiieeeieeeeree o $ (289
Total unrealized gains/(losses) on equity AFS Sgeanmeflected in AOCI(4)........cccoovveviimmmmmeeevvnnnnn 4)
Unrecognized gains/(losses) related to investmean®ed at COSt(4)...uvvmiiiiiiieeriiiii i cereeeeeeieeeeeee e, 20
Unrealized gains/(losses) included in Tier 1 andiier 2 capital ..........ccccoovviiiiiiiiimeee e 4)

N/A—Not Applicable

(1) The total on-balance sheet amount reflectst@B3million and $6,161 million of non-publicly trad and publicly traded investments, respectivelyjuae 30,
2014. The on-balance sheet amounts reflect apped&ifair value of these exposures and are presentadJ.S. GAAP basis, which include investmenth&
Company’s own instruments and investments in tipitalainstruments of unconsolidated financial ingtons that are subject to capital deductions uhd8.
Basel Ill. At June 30, 2014, the amount of Equitie® Subject to Market Risk Capital Rule that weeglucted from Total capital was $63 million. Fortffier
information on the Company’s valuation techniquelated to investments, see Note 2 (Significant Aoting Policies) to the consolidated financial exstaénts
in Part Il, Item 8 of the Form 10-K.

(2) Amounts are presented on a calibrated basisedledt RWAs for total on- and off-balance shespiigy exposures.

(3) Under the Advanced Approach, significant inmestts in unconsolidated financial institutions fie tform of common stock, which are not deductednfro
Common Equity Tier 1, are assigned a 250% risk eigetween 2014 and 2017, under the transitiarlabr a 100% risk weight is applied. In 2018, t66%
risk weight comes into effect on a fully phasedasis.

(4) For the quarter ended June 30, 2014.

9 Interest Rate Risk for Non-trading Activities

The Company believes that interest rate sensitaitglysis is an appropriate representation of thmgany’s interest rate
risk for non-trading activities. For information dhe interest rate sensitivity analysis on nonitrgdactivities within the

Company’s portfolio, see “Quantitative and QuaitatDisclosures about Market Risk—Market Risk—Norading Risks”

in Part I, Item 3 of the Form 10-Q.
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